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GOVERNMENT CORPORATIONS 


W's government moves in on the private economy, 
it is not surprising that advantage is taken of one 
of the most effective devices for organizing and managing 
economic effort that the latter has developed. This is the 
corporation. Its superiority over all other forms of business 
organization and management, especially for large-scale 
affairs, has long been recognized. Likewise, the corpora- 
tion is immensely superior, as a control and managerial 
mechanism, to the ordinary bureau or other subdivision of 
a government department. The bureau, as part of a regular 
department, is subject to all of the restrictions as to the 
source and application of funds, and as to managerial 
decisions, which by law are thrown about all governmental 
operations. It has only such funds as may be appropriated 
to it, and its decisions and its actions are subject to the 
slow-moving process of the bureaucratic organization. 

On the other hand, the corporation is free of the re- 
strictive red tape which binds the regular governmental 
processes. In the case of the wholly owned public corpora- 
tions, government is the only stockholder, and the board 
of directors, selected by this single stockholder, are rela- 
tively free to decide and to act. Once equipped with a 
subscription to capital from the government as sole stock- 
holder, the government corporation is subject to no re- 
strictions upon its freedom of action except such as may 
have been imposed upon it by the charter of incorporation. 
It may incur debt, make loans, buy and sell property, and in 
general, conduct its affairs with all the freedom that is 
enjoyed by private corporations. Moreover, until recently, 
the government corporation may have been free of all 
obligation to render an accounting, or to expose itself in 
any way to interference by the Congress, the budget office, 
or the general accounting office. 

In view of the numerous advantages afforded by the 
corporate form, the growth of government corporations as 
a means of expanding public operations into various eco- 
nomic fields is easily understood. But the very sources of 
advantage lay this procedure under serious suspicion. The 
freedom of action raises doubt as to whether or not the 
government corporation is limiting its activities to those 
areas which may have been marked out as the proper sphere 
of public authority. The absence of close oversight by the 
stockholder encourages a greater exercise of discretion 





on the part of the managerial staff. The lack of obligation 
to explain and account for the uses to which funds have 
been put promotes laxity and a diminished sense of respon- 
sibility for the conservation of capital. 

In his report for 1919, the then Secretary of the 
Treasury, the late Carter Glass, wrote some comments on 
the government corporation which read as if they might 
have been written last year by the senior senator from Vir- 
ginia, Senator Harry F. Byrd. The following passages are 
quoted from those comments :* 

This means (i.e., the government corporation) 
of handling some large and unusual activities of 
the Government was necessary during the war. 
But, now that the emergency has passed, there 
can be no justification, generally speaking, for 
the creation of new Government-owned cor- 
porations or the continuation of those in existence 
except in unusual cases or for the purpose of 
winding up their affairs. At the least, such 
agencies should not be exempted from amen- 
ability in future to the accounting laws of 
the United States and the regulations of the 
Treasury made in pursuance to the statutes unless 
good and controlling reasons are given therefor. 
The particular advantage (which I should rather 
call menace in time of peace) accruing to Gov- 
ernment functions so organized, is the freedom 
which they enjoy in the expenditure of public 
money without the legal restrictions that the 
Congress has imposed with respect to the usual 
transactions of the Government. 

FREE 

A mere glance at the situation occupied by 
these incorporated agencies under private control 
and at their manifest weaknesses when compared 
with government-controlled agencies or with busi- 
ness corporations not connected with the Govern- 
ment will bring conviction that the device is not 
a happy one for the Government's finances or a 
satisfactory one to the managers charged with 
responsibility for their economical administration. 
This is due not alone to the inherent difference 


1 Annual Report of the Secretary of the Treasury, 1919, pp. 129, 130. 
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of men and methods, trained under different sys- 
tems and evolved from different schools of effi- 
ciency, but also to a difference in the view taken 
of the objects to be accomplished. Government 
officers charged with administrative achievement 
are charged at the same time with obedience to 
restrictions placed upon the use of appropriated 
funds, and the object of their endeavors is thus 
made twofold. A proper regard for the interests 
of the public treasury is not the least of their 
duties. The officers of a private corporation seek- 
ing its own ends find the object of their efforts 
in the accumulation of business profits, unre- 
strained by any other law, as a rule, than is to be 
found in penal legislation. But the objective of 
business profits is in itself a restraint and a guide 
to their actions and, above all, a check on ex- 
travagant expenditures and on inefficiency. The 
corporation created and utilized as a Government 
agency, however, operating on a capital for which 
it has no accountability and which has been drawn 
from the public treasury with a prospect of fur- 
ther access to public funds in time of need, 
whether the need shall arise from successful ex- 
pansion or wasteful expenditure, has none of 
these restraints; and its objective may depart ever 
so far from Congressional intent without a test 
or any standard by which its full accomplishment 
or failure may be measured. These concerns be- 
come, primarily, spending agencies without the 
restrictions and obligations imposed by law upon 
Government establishments or those imposed by 
invested capital upon private corporations which 
are to be tested by profits earned. 

In 1939 a Senate Resolution, introduced by Senator Byrd, 
called upon the Treasury Department for a report on the 
finances and operations of all government corporations then 
in existence. When submitted the report was fragmentary, 
and the complete document was never published. Since that 
time there has been continuing pressure to bring into the 
open the facts regarding their affairs, and to subject them 
to budgetary and accounting control. This campaign was 
finally successful in December, 1945, when the Govern- 
ment Corporation Control Act was passed.? 

This law requires the inclusion of corporation budgets 
as part of the regular federal budget. In compliance, the 
President transmitted the first such report on May 2, 1946. 
From it some useful and significant information may be 
obtained which hitherto has been inaccesible to all except 
the few who may have had the opportunity and the 
diligence to dig into the records of the several corporations. 

It is highly significant that the President should refer 
to the wide variety of business activities in which the 
government is engaged through the medium of the cor- 
poration. To some extent these activities were undertaken 
during the second world war, and in so far as such action 


2 Public Law 248, 79th Congress, effective on December 6, 1945. 





was necessary, there can be no objection to getting the 
necessary results in the most expeditious manner possible. 
While some of the corporations organized for specific war 
purposes, such as the Defense Plant Corporation, the Rub- 
ber Reserve Company, Metals Reserve Company, and the 
Disaster Loan Corporation, have been dissolved, the mes- 
sage wiil be read in vain for news or recommendations par- 
alleling the advice which Secretary Carter Glass gave in 
1919, relative to the liquidation of similar corporations and 
the general undesirability of continuing this device in ordi- 
nary peace times. It is true that Mr. Glass was then largely 
concerned with the absence of budgetary and accounting 
control, a matter which has now been corrected, so far as 
the formalities go. But his observations anent the wide 
difference in objectives and in the motivation to achieve 
objectives by efficient means, as between the private and the 
public corporation, are still very much in point. The Act 
of December 6, 1945, will assure legal correctness in the 
accounting for funds, and it will provide some measure of 
publicity with respect to what is being done. It makes no 
provision, and can make none, with respect to the further 
penetration of the proper field of the private economy by 
the retentiimm and expansion of this arm of the federal 
government. 

The corporation supplement to the budget groups the 
federal corporations into five main divisions, as follows:* 

1) Corporations engaged in aids to industry. This group 
includes principally the Reconstruction Finance Corpora- 
t1on and its various active subsidiaries. 

2) Corporations engaged in aids to housing. These cor- 
porations are grouped under the National Housing Agency 
and its constituent units. 

3) Corporations engaged in aids to agriculture. Here 
are found seven wholly-owned corporations and two groups 
of mixed-ownership corporations. 

4) Corporations engaged in aids to international rela- 
tions and trade. This group includes the Export-Import 
Bank, five corporations organized by the Office of Inter- 
American Affairs, and the International Bank for Recon- 
struction and Development. 

5) Corporations engaged in aids to regional develop- 
ment. This group includes the Tennessee Valley Authority, 
the Inland Waterways Corporation, and the Panama Rail- 
road Company. 

The essentially paternalistic viewpoint of modern gov- 
ernment stands out in the language used to characterize the 
activities of the various corporations. All exist for the 
purpose of aiding something or other. This viewpoint has 
carried over from the 1930’s, when a number of the cor- 
porations were established to aid, or to bail out, or to 
absorb the losses involved in the liquidation phase of the 
great depression. Notwithstanding that the economy no 
longer provides visible evidence that federal aid shall be 
required for industry, or agriculture, or even for housing, 
except as a device for continued subsidization of economic 





3 Corporation Supplement to the Budget for Fiscal Year 1947, pp. 15-18. 
Cited hereafter as Corporation Supplement. 
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rigidities or special interests, the federal government is 
proceeding to apply a concept of aid as if the distresses 
of 1932 and 1933 were still the order of the day. 

As a matter of fact, the process of federal aid which is 
really involved is one of contitued, active competition 
with private enterprise. The things that were done during 
the war may be dismissed now as having a special justifi- 
cation at the time. In order to test the intention, and 
appraise the results as aid or competition, the future plans 
are the significant aspect of the story. The tabulations which 
follow present the program for the fiscal year 1947, as laid 
out in the budget prospectus. 

The enormous scope of the operations, in the aggregate, 
is indicated by the data in Table I. 

TABLE I 


Sources and Application of Funds, Wholly-Owned Government 
Corporations, Fiscal Year 1947 


(Millions) a 
Source of Funds Application of Funds 
Principal collections on To make loans ......... — $4,411 
[OO ETRE TAEES $2,223 Purchase commodities 
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repayment of Treasury advances is to be only $2,720 mil- 
lions. The remainder of the total repayment of borrowings 
is to be made to the public. The direct subsidies and con- 
tributions in 1947 are expected to total $1,817 million. 

The extent of corporate operations may be viewed, also, 
from the standpoint of income and expense. A condensation 
of the consolidated income and expense statement is given 
in Table II. 

TABLE II 
Consolidated Income and Expense Statement, Wholly-Owned 


Government Corporations, Fiscal Year 1947 
(Millions) a 


Income 


Sales of commodities 





Expense 


Cost of commodities 


and supplies ccc. $2,929 and supplies sold ....... $3,289 
Sales Of S€LrViCES occu 49 Direct operating expense 159 
| a mE, TRGUIOES, cciucsassecstunean®<: akan 
Interest and dividends 180 Administrative expenses 81 

Insurance premiums ...... 38 Contract termination ex- 
Miscellameous ....cccccsnee 92 OIE scsoinesccnccttincielocei 67 
Miscellameous ...cssccsssssesee 88 

Total income........... $3,564 Subsidies and contribu- 
tiogs shialsiaibninicaaineigioti 1,857 


Re-utilization cost of 


Sales of Commodities 
and supplies (stock- 


and supplies (stock- 
piling and procure- 








piling and procure- GED: ctmiumnume 25 
IE sciccteinnidiiieies 2,961 Cost of sales in trade 
Sales in trade and man- 60 EE, wcencion 76 
EUCTERE cn sees 85 Purchase and improve 
Sales of fixed assets...... 587 fixed assets .............. 431 
Sale of security on de- Acquire and rehabili- 
faulted Loam screen 6 tate security on loans 2 
Sale or collection of Purchase investments ... 38 
AMVESEMENES o.ccvnreeenese 82 Repay borrowings to 
Borrowing from U. S. Treasury and public 4,106 
OOM  isrschsscsecteises 7,169 Operating expense ......... 525 
Operating income ......... 391 Return funds and pay 
Appropriations (net)... 1,230 dividends to Treasury 122 
Grants and contribu- Claims, indemnities and 
SLONND sister sscscsnasternscescers 12 Other LOSSES -cresssesnese 99 
Increase working capi- 
$14,748 OE ciihiilaetecaaisaiinitncsiain - 66 
Pay direct subsidies and 
CONLIDUTIONS — eeeecccosesen 1,817 
Agricultural commodity 
export subsidy ........... 30 
$14,748 


Source: Corporation Supplement, Exhibit A, pp. 19, 20. 
a. Totals rounded. 


In the aggregate the government corporations plan to 
Operate, in the postwar peace year 1947, on a scale which 
will be upwards of half of the entire regular federal 
budget. They plan to lend, to buy and sell, to purchase and 
hold property, and above all, to hand out subsidies, in the 
grcnd manner. The new loans in 1947 will be virtually 
double the loan collections for the year. Despite the ter- 
mination of the war emergency, stockpile liquidation of 
nearly $3 billion is to be balanced by new stock-piling 
of a slightly greater amount than the sales. Operating 
expense in conducting these vast operations will be sub- 
stantially greater than operating income. This is natural 
since income is purely incidental to a series of projects in 
which the chief activity is giving away money and property. 

The execution of this huge program will require large 
advances from the Treasury in excess of repayments, and 
also an appropriation <ota!l of $1,230 million. In fact, the 


housing transferred 
under veterans’ hous- 


INY PLOZLAM ween 413 
Insurance losses and 
COMBMID o sisictncienseessnniinn 89 


Losses and charge-offs 1,515 





Total expense.......... $7,710 
Net loss after adjust- 
ment of valuation re- 

serves ($123 mill.) ..$4,146 


Source: Corporation Supplement, Exhibit B., p. 21. 
a. Totals rounded. 


In the budget for the fiscal year 1947, it was estimated 
that the net cost to the government because of the losses 
of corporate operation in that fiscal year would be $1,735 
million. Now it turns out that these losses are expected to 
exceed $4 billion. Even the budget bureau did not know 
enough in January about what was going on to make better 
than a wild guess. The Government Corporation Control 
Act did not come any too soon. 

The message accompanying the corporation supplement 
makes the following observation relative to the income and 
expense situation:* 

The profit or loss shown by a Government cor- 
poration, however, is often not a satisfactory 
yardstick, since the primary purpose of Govern- 
ment activities, both corporate and non-corporate, 
is to provide needed public services, rather than 
show a profit. Where losses occur, they usually re- 
flect either subsidy operations authorized by the 
Congress, or other operations designed to provide 
public services below cost. 

This is the typical explanation that is offered by the 
advocates of further governmental expansion into economic 
and business fields. The extent to which services which 
consist essentially of competing with private business in 
making loans, in buying, holding, and selling commodities 


* Idem, p. 14. 
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and other property, and in undertaking to support and carry 
whole segments of the economy by huge subsidies, are 
really needed services is seldom, if ever, considered. Equally 
small consideration is given to the value of the services per- 
formed, and to what must happen if the further growth 
of the policy of running behind is not checked. After all, 
the activities of these government corporations are not in 
the same category as the general public services, with 
respect to which the profit motive is not considered neces- 
sary or important. On the other hand, the corporations 
are engaged in business activities and operations. Even if 
it be granted that they should not strive for a handsome 
profit, it must be apparent that the prospective policy of 
huge deficits will be highly unprofitable for the taxpayers. 
Here we have a group of business corporations which pro- 
pose to do a gross volume of $14.7 billions in the fiscal 
year 1947, in the course of which they are expected to lose, 
give away, and charge off some $4 billion. Private business 
would speedily go bankrupt under such a policy. Govern- 
ment business under guch a policy will eventually bankrupt 
both government and the citizens. 

A final exhibit presents, in Table III, a summary of the 
consolidated statement of financial condition: 

TABLE III 


Consolidated Statement of Financial Condition, Wholly-Owned 
Government Corporations, as of June 30, 1947 








(Millions) a 
Assets Liabilities 
Loans receivable ............ $5,985 Bonds, debentures, 
Lands, structures, notes payable ............. $15,834 
EQUIPMENE eccsscsesesnsene 6,806 Accounts payable .......... 465 
Commodities, supplies, Accrued liabilities. ......... 85 
ROIS  seieecnienins 1,280 Trust and deposit li- 
OEP Se 386 TL ne eee 147 
Appropriated funds ..... 212 Deferred and undistri- 
Tmvesttme nts ...ccsooceensesrseeneee 729 buted Credits: .nececsccssccssseen 2,181 
Accounts receivable ..... 342 Other liabilities ............... 400 
Advances to contrac- Reserve for postwar 
tors and agents ........... 138 price support of agri- 
Other assets ................... 160 eee 500 
Total assets............. $16,119 Total liabilities......$19,612 


Source: Corporation Supplment, Exhibit C., pp. 23, 24. 
a. Totals rounded. 


To reconcile the balance sheet it is necessary to see 
what has happened to the capital. This part of the story 
is told in Table IV. 

In the aggregate, as of June 30, 1947, the government 
corporations will have lost or dissipated the entire paid-in 
capital, and an additional amount totalling $3,702 million, 
which is more than 50 per cent beyond the original capital. 
These losses will have been incurred by those groups of 
corporations engaged in aids to industry, to housing, and 
to agriculture. The Export-Import Bank will not have 
reached the point, in 1947, at which extensive losses on the 
loans made will be so apparent as to involve charge-offs 
against the capital. Eventually, this disposition of a con- 
siderable proportion of the bank’s loans and advances 
will become clear, if the history of foreign loans is worth 
anything as a guide. The corporations engaged in regional 
development are expected to show a small net income in 





1947, an outcome which will result from the fact that they 
pay no interest on the capital advances from the Treasury. 


TABLE IV 
Consolidated Capital and Surplus Account, Wholly-Owned 
Government Corporations, as of June 30, 1947 


(Millions) a 
Paid-in capital: 

OS OE Se TOPICA ROT RE eS LTR I ITT $ 1,892 

Paid-in surplus: 
IT SIND gacsicccceinssctineiinnnsveiomininicmns 3,117 
Appropriations for restoration Of Capital ...cccescsenn 1,322 
Property transferred from other government agencies 219 
Grants from other government agencies 0mm 880 
oS PE eee en 40 
Less: amount returmed to the Treasury -.ecccccccssssmsnenen 566 


BE I: CIE icscinitccinnscnsstenessitaiiciaaininimnsibnbcraeieil 
I iad siscninmisinnscccinpihoinnessuneniebebaaescbniantbcel 
Earned surplus (or deficit* ) 

ee |: eee 

Reserve for self-imsrtame 1-cccccscmeewcseceensnseeeeoonoe 

Unreserved surplus (or deficit*) 





Net earned surplus (Or deficit® ) ncesecscssnmsssseneeee 
Total capital (or deficit*) 
Unexpended appropriation 
Total liabilities. capital, and unexpended appropriation.....$16,119 
a. Totals rounded. 

The cumulative deficits in the earned surplus accounts 


to June 30, 1947 are expected to be incurred as follows: 











(Millions) 
Corporations engaged in aids to industty..........$6,296 
Corporations engaged in aids to housing... 591 
Corporations engaged in aids to agriculture... 2,954 
EIR SOE RE! OU NT $9,841 
Less earned surplus of other corporations........... 35 
= ae $9,806 


The losses in aids to industry will be incurred by the 
Reconstruction Finance Corporation. These are described in 
the text of the message as a deficit from war activities. The 
deficit on this account in the fiscal year 1945 was only 
$915 million, but it is expected to be $2.5 billion in 1947. 
The text discussion explains that the anticipated increase 
will result from larger subsidy payments, the accelerated 
disposition of surplus property, and losses on sales of com- 
modities. Subsidies paid by RFC in 1947 are estimated at 
$1,117 million. More than 90 per cent of this total will be 
paid on flour, livestock, and domestic copper, lead, and 
zinc. 

The losses on disposition of property and commodities, 
particularly to the extent that these assets had been acquired 
during the war, would appear to be a reasonable charge 
against the cost of the war. Just how the billion and more 
dollars that RFC is to hand out in the fiscal year 1947, as 
subsidies on goods which will not even be in existence until 
that time, can have any sensible connection with the costs 
of a war that ended in 1945, is not made clear. The laws 
authorizing these subsidies were enacted during the war. 
If they are still in effect in 1947, it will be for some reason 
other than the war emergency or the war need. 

The principal source of the loss anticipated on housing 
projects in 1947 will be the costs of adapting w: housing 
for the veterans’ housing program ($413 million) and 
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the losses on the sales of public housing projects ($101 
million). 

The Commodity Credit Corporation has been, and will 
be responsible for the deficits incurred in aids to agricul- 
ture. Since its organization in 1933 this corporation has 
been engaged in various types of operation that were ex- 
pected to absorb its capital. On various occasions appro- 
priations have been made to restore the lost capital. The 
total borrowing power now stands at $4,750 million, and 
as of June 30, 1945, the corporation’s outstanding obliga- 
tions were $2,224 million. Since they are fully guaranteed 
as to principal and interest by the government, the huge 
deficits and extensive capital impairment do not affect its 
credit. However, the bulk of the outstanding paper is held 
by the Treasury. 

The full story of the agricultural subsidy and price sup- 
port program is too long to be told here. It will be sufficient 
to say that this program is now strongly entrenched, 
politically, and that there is no marked evidence of serious 
Opposition to it. Both the wisdom and the necessity of con- 
tinuance are open to question on every other ground. 

Now that the executive branch of the government is 
required to publish detailed data on the basis of which, 
for the first time, the people may see and learn what has 
been going on in this great empire within an empire, 
it is possible that a reasonable appraisal may be made as to 
the future. At any rate, it should become more necessary 
that a case be made for these corporations in the terms of 
the postwar situation. At the moment there is no such case. 
Some of these corporations were created during depression 
conditions for the purpose of dealing with certain aspects 
of the problem of financial relief and rehabilitation which 
were then urgent. Others were created during the second 
world war, for the purpose of facilitating certain large 
operations that were essential to the conduct of the war. 

In the postwar period of peace, prosperity, and plenty, 





neither of the sets of conditions which once may have 
warranted the development of great government corpora- 
tions will be present. The operations of these corporations 
are essentially competitive with those of private business. 
Only under the most unusual circumstances could it be said 
that the lending of huge sums of money, and the purchase 
and sale of vast quantities of commodities and other 
property, are necessary and normal government functions. 
Private investors cannot compete with a government financ- 
ing agency which obtains its loan funds from the Treasury, 
on a tax-exempt basis, and at rates of interest which prevail 
in a money market that is dominated by a cheap money 
policy. 

Since the primary purpose of the corporate activities is 
to provide a vast array of subsidies by one means or another, 
the proper starting point in’an approach to the question 
of the future of these agencies would be the subsidy pro- 
gram itself. As soon as the people accept the fact that 
nothing, not even a subsidy, is really free, it should be 
possible to get rid of this huge burder. on the American 
taxpayers. Obviously it is they who are to carry the real 
burden of the money that the government corporations are 
losing, giving away, and charging off in the course of their 
operations. Just because a corporation loses money does not 
mean that the loss can be made good by the government 
through a guarantee of the corporation’s debt. The people 
really support the government, despite the appearances to 
the contrary provided by the handouts made by its corporate 
creatures. There is no percentage for the people in en- 
during the economic competition of government agencies 
and at the same time forking over the money to cover the 
deficits incurred in the course of the ruinous competition. 


HarRLey L. Lutz, 
Professor of Public Finance, 
Princeton University 
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